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MNC Strategies and Linkage Effects in Developing Countries 
 
 
Abstract 
The paper addresses the question of which implications MNC strategies have to 
FDI linkage effects in developing countries. Two contrasting MNC strategies 
reflecting an integration-responsiveness dichotomy are scrutinized as to their job 
effects on local linkage partners in developing countries. It is hypothesized that 
compared to investments undertaken by MNCs following strategies of global 
integration, investments of MNCs pursuing local responsiveness create more 
jobs but imply less job upgrading in developing countries. The hypotheses are 
tested on a sample of Danish MNCs with extensive investments in developing 
countries. 
Key words: Multinational corporations, strategy, linkages, developing countries.  
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MNC Strategies and Linkage Effects in Developing Countries 
Introduction 
In recent years we have witnessed a fundamental change in the way multinational 
corporations (MNCs) are organising their international activities. Spurred by the 
lessening of trade and investment barriers in emerging markets and plunging transport 
and communication costs, MNCs are changing strategies in order to exploit the new 
opportunities for division of labor on a global scale. The surge in global sourcing and 
global integration within the multinational corporation is widely described by IB 
scholars, see e.g. Zaheer & Manrakhan (2001), Dicken (2003) and Kotabe & Murray 
(2004).  
What have received less attention are the local linkage effects of this surge, 
that is the propensity of MNCs to link up with local firms in the locations where they 
operate. Yet, development economics has long recognized that the key to beneficial 
effects from FDIs depend on whether or not foreign investors reach out to local 
industry through linkages such as alliances, joint ventures, license and franchise 
agreements, OEM contracts, etc. Through linkages, knowledge and technology may 
be transferred more effectively to the host country and new opportunities for local 
firm development will transpire (Lall, 1980; Altenburg, 2000; Görg & Grenaway, 
2002). Without linkages, foreign investors may create enclaves in the local economy 
(Singer, 1950), exploiting its resources and labor, leaving few lasting positive effects 
on the host country (Cypher & Dietz, 2004).  
Presumably, there is a link between the global strategies of MNCs and their 
linkage effects. Thus, MNCs with globally integrated strategies may be relatively 
inclined to opt for high levels of internalization as under-performing local linkage 
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partners may disrupt their global value chain and potentially damage their global 
brand and reputation. On the other hand, firms with locally responsive strategies may 
be relatively more inclined to foster linkages where they operate as they will need the 
resources and knowledge of local firms to adapt to local conditions and as they will 
tend to see each investment as a separate portfolio and therefore have less concern in 
regard to the quality and costs of inputs.  
Based on a survey of 95 Danish investments in developing countries, this 
paper will examine the relationship between strategies of MNCs and local linkage 
effects in developing countries. The paper is organised as follows: First, we account 
for linkage effects: what is meant by linkage effects and what empirical evidence 
exists (section 1). Here we draw mainly on the development economics literature’s 
treatment of linkages. We then turn to the IB literature about MNC strategies with the 
intent of carving out the various strategy dimensions of local responsiveness and 
global integration (section 2). In section 3 we present the conceptual model of the 
study and develop hypotheses about relationships between the MNC strategies and 
local linkage effects. Section 4 accounts for the methods of the empirical study, 
including data compilation, sample characteristics, operationalisation of variables, and 
modeling techniques. In section 5 results are presented and we discuss their validity 
as well as theory and policy implications. Section 6 concludes. 
Linkage Effects 
In this study, local linkages are narrowly defined as business transactions between 
foreign affiliates and domestic firms that go beyond arm’s length, one-off relations 
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and involve longer-term relations between the parties (UNCTAD, 2001)2. Such 
collaborations obviously vary in terms of their scope, scale and quality. Some MNCs 
may foster few linkages involving few types of activities, while others may have 
many types of activities spread on numerous local partners. Some MNCs may foster 
‘shallow’ local linkages, meaning low levels of resource commitment (e.g. in terms of 
technical assistance, management advice, and other resources) while others may 
foster ‘deep’ local linkages, investing massively in upgrading their local linkage 
partners (Hansen & Schaumburg-Müller, 2006). Some MNCs may foster 
asymmetrical linkages of a mainly cost economizing nature (so-called ‘transactional’ 
linkages) in which the MNCs more or less dictate the terms of the collaboration, while 
other MNCs may foster linkages with a high level of reciprocity and mutual exchange 
of resources and knowledge - so-called ‘collaborative’ linkages (Scott-Kennel & 
Endewick 2005). 
In this study local linkage effects are seen as effects on the scale and quality of 
local firms’ production deriving from the linkage collaboration3. Indicators of the 
scale of linkages are for instance number of linkages fostered to local linkage 
partners, share of inputs procured by local linkage partners, or number of jobs created 
at local linkage partners as a consequence of the linkage collaboration. Indicators of 
the quality of linkages are for instance upgrading of product and process performance 
                                                 
2 A broader definition of linkages includes transactions between foreign affiliates and local non-
business entities like universities, training centres, research and technology institutes, export promotion 
agencies and other official or private institutions. In this study we use the narrow definition. 
3 Thereby we delineate our selves from spill over effects on firms in the host country not part of the 
linkage collaboration, although such effects obviously can be quite significant (see e.g. Blomström & 
Kokko, 1997).  
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at local linkage partners, improvement of learning capabilities at local linkage 
partners, local linkage partners’ movement into new functions in the value chain, or 
upgrading of job-skills at local linkage partners as a consequence of the linkage 
collaboration. In this study we will use job-creation at local linkage partners and 
upgrading of skills of employees at local linkage partners as indicators of linkage 
effects.    
Several streams of literature focus on foreign-local linkages, including the 
literature on international strategic alliances (see e.g. Dunning, 1997; Lundan, 2002), 
value chains (see e.g. Porter, 1986), resource and knowledge management (see e.g. 
Grant et al, 2000), and network theory (see e.g. Koza & Lewin, 1998). In these 
streams of literature linkages are seen as ways in which firms can reduce coordination 
and transaction costs and leverage internal and external resources more effectively to 
increase value and competitiveness. Also more systemic perspectives address the 
importance of inter-firm linkages, such as the cluster literature (see e.g. Schmitz & 
Nadvi, 1994), the global value chain literature (see e.g. Gereffi et al, 2005), new trade 
economics (see e.g. Krugman, 1991), the literature on competitiveness (see e.g. 
Porter, 1990; Dunning, 1992; Esser et al., 1996; UNCTAD, 2000a), and the 
innovation system literature (see e.g. Lundvall, 1998). These streams of literature 
essentially argue that we are moving towards a more network-oriented type of 
economic organisation, where the competitiveness of firms and nations increasingly 
hinges on their ability to foster linkages, alliances and collaborations.  
If we look specifically at linkages between MNCs and domestic firms in 
developing countries, we find that linkages have received some attention in recent 
years (for overviews, see Altenburg, 2000; de Velde, 2002; Hoskisson et al, 2000; 
Lall, 2002; Görg & Grenaway, 2004; Hansen & Schaumburg-Müller, 2006). The 
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literature emphasizes the role and limitations of developing country firm strategies 
implying collaboration with foreign firms. The gist of this literature is that inter-firm 
linkages are key mechanisms through which technology, knowledge, and market 
access opportunities are transferred from ‘Northern’ to ‘Southern’ firms and that 
strong linkages ensure that foreign investors are better grounded in the local economy 
(Altenburg, 2000; UNCTAD, 2001; Dicken, 2003; Scott-Kennel & Endewick, 2005). 
On the other hand, the literature also recognizes the limitations to linkage-based 
development, including the limited upgrading opportunities for developing country 
linkage partners in global value chains and the subsequent danger of ‘lock-in’ in low 
value added functions (Humphrey & Schmitz, 2001; Wad, 2006; Gereffi et al, 2005). 
While most of the development economics literature on linkages focuses on backward 
linkages (i.e. linkages to suppliers - see e.g. Lall, 1980/2002 or UNCTAD, 2001) it 
should be noted that forward linkages (i.e. linkages to distributors, sales agents and 
clients) may have equally important effects on local firms in developing countries 
(Hansen & Schaumburg-Müller, 2006). 
Strategies of MNCs  
One of the classical discussions in the international strategy literature is that of global 
integration versus local responsiveness (see e.g. Prahalad & Hamel (1987), Bartlett & 
Ghoshal (1989), and Yip (1992)), where MNCs are seen as poised in a conflict 
between forces of global integration and local responsiveness (Doz, 1980). Following 
this integration-responsiveness framework, the strategies of MNCs may be seen as 
positioned on a bi-polar continuum where MNCs that pursue global integration and 
local responsiveness strategies respectively, constitute the two poles.  
The integration-responsiveness framework may manifest itself in various ways 
in terms of intended and realized strategies. A review of the integration-
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responsiveness literature revealed three prominent manifestations of global 
integration and local responsiveness strategies; namely FDI motives (Dunning, 1993), 
value chain configurations (Porter, 1986), and intra-corporate coordination between 
parents and affiliates (Gupta & Govindarajan, 2000), see Figure 1.  
--- Insert Figure 1 about here --- 
Although other dimensions of the integration-responsiveness framework (such as 
managerial orientation) indeed are conceivable we will nevertheless focus on these 
three manifestations which, in conjunction, make up a good proxy. In the following 
outline of the three manifestations the bipolar (or dichotomous) approach is 
maintained for expository reasons. However, in the real world few – if any – MNCs 
will exercise strategies that unconditionally aim for either global integration or local 
responsiveness. Most – if not all - MNCs will combine strategies of integration and 
responsiveness in their pursuit of 'transnational solutions’ (Bartlett & Ghoshal 1989) 
or ‘network configurations’ (Forsgren 2002). 
FDI motives 
The investment motives of MNC are important not only for intended, but also for 
realized strategies. A classical account of foreign direct investment strategies is 
offered by John Dunning (1993) who essentially makes a distinction between market 
seekers and efficiency seekers. Market seekers are companies investing to service a 
market of a particular country or region. Market seeking investments may be 
undertaken either to sustain or protect an existing market, or to exploit or promote 
new markets. In contrast, efficiency seekers are companies investing to tap into 
resources and assets abroad, not only for local use (in which case the sourcing would 
comply with a market seeking motive), but for use by the corporation as a whole. 
Thus, the purpose of the investment is to obtain advantages of common ownership, of 
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internal division of activities and capabilities, or advantages of implementing similar 
activities and capabilities in different locations (Dunning, 1993). The resources 
sought for may be natural resources, cheap labor or local technological capability, 
management or marketing experience (Dunning, 1993).  
Historically, FDIs in developing countries were mainly motivated by 
exploitation of natural resources and abundant labor pools (Hertner & Jones, 1986; 
Wilkins, 1998). The investors viewed these investments as a means to access 
relatively undifferentiated and cheap resources of raw materials or labor not available 
in the home country. As developing country economies picked up, and a growing 
number of countries embarked on import substitution industrialization strategies, FDI 
increasingly became directed toward accessing local markets. Typically, MNCs 
considered such market seeking FDIs as portfolio investments only playing modest 
roles in their global strategies. The value chain of the market seeking investor was 
typically dispersed (se also next paragraph), implying replication of downstream 
activities (marketing, sales, and customer servicing). In recent decades foreign 
investors in developing countries have moved towards efficiency seeking investment 
motives as indicated by the emergence of globally integrated production systems and 
networks (Evans, 1998; Cypher & Diez, 2004). In this regard, investments in 
developing countries are playing greater roles in the strategies of MNCs, creating 
global efficiencies through economies of scale and scope and through access to 
complementary assets such as innovative capacity.  
Value chain configuration 
How the various value chain activities of an MNC are localised constitute an 
important manifestation of its realised strategy and structure. In the case MNCs are 
localising value chain activities across country borders one may speak about global 
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value chain configurations (Porter, 1986). Porter (1986) distinguishes between 
dispersed and concentrated global value chain configurations. In the former case, a 
company locates its international activities in a scattered way, where value chain 
activities are replicated from country to country. In some countries, only a few 
activities, such as marketing and sales, are carried out, whereas in other countries the 
corporation may replicate the full range of activities of the value chain, in this way 
forming ‘minireplica’. Figure 2 exemplifies a dispersed value chain configuration of 
an MNC based in the UK with minireplicas in the USA and Japan and marketing and 
sales outlets in multiple countries. 
---Insert Figure 2 about here --- 
In contrast, firms may configure their value chain in such a way that the individual 
activity is carried out in only one location. In the extreme case, all value chain 
activities of a firm are carried out in different countries, taking full advantage of 
factor endowment differentials. The local subsidiary is the sole supplier of specific 
activities in the firm’s value chain and, as such, it is assigned a corporate world 
mandate. In other words, an international division of labor unfolds within the value 
chain of the corporation. Obviously, such a well-developed international division of 
labor renders a need for extensive coordination among the various units of the MNC. 
Figure 3 exemplifies a concentrated value chain configuration of an MNC with five 
discernable value chain activities – management, R&D, IT, manufacturing, and 
logistics – concentrated in singular locations (the UK, the USA, India, China, and 
Ireland, respectively). In this example only the downstream activities of marketing & 
sales are replicated in multiple countries. 
--- Insert Figure 3 about here --- 
Intra-corporate coordination 
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A third and last manifestation of MNC strategies to be highlighted is the extent to 
which MNC affiliation activities are mutually coordinated. In this respect we are 
echoing Michael Porter’s configuration-coordination dichotomy from 1986. 
According to Porter (1986) close affiliate coordination follows a concentrated value 
chain configuration, whereas a dispersed configuration only renders a modest need for 
coordination. The varying coordination needs are reflected by the few and many inter-
affiliate connecting lines depicted in Figure 2 and 3, respectively. Inter-affiliate 
coordination manifests itself in terms of flows of goods, services, capital, and 
knowledge. The ‘mini-replica’ affiliates may operate quite independently of other 
MNC units (see Figure 2). In contrast, the highly specialized affiliates with 
worldwide, corporate mandate (Holm & Pedersen, 2000; Frost et al, 2000) operate in 
a symbiotic way with other nodes in the MNC network of affiliates (Figure 3). The 
outgoing flows of goods, services, and knowledge are considerable, but the 
specialized affiliates are dependent on substantial ingoing flows as well. 
In sum, we are arguing that MNCs’ international strategies can be placed on a 
continuum between pursuit of local responsiveness or global integration. The two 
poles, in turn, can be translated into three dichotomous manifestations in terms of 
investment motives, value chain configuration, and intra-corporate coordination. In 
that order, the dichotomies are: market seeking vis-à-vis efficiency seeking, dispersed 
versus concentrated value chain configuration, and low against high inter-affiliate 
coordination.  
Conceptual Model and Hypotheses 
Linkage effects can be attributed to a variety of factors, including the development 
level of the host country (Dunning & Narula, 1996; Scott-Kennel & Endewick, 2005), 
the age and duration of foreign investments (Blomström & Kokko, 1997), the 
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competencies and absorptive capacity of the local firms and industries (UNCTAD, 
2000b; Altenburg, 2000), corporate culture (UNCTAD, 2000b), home country of the 
investor (Larimo & Tahir, 2003); entry mode of the investor (Hansen & Schaumburg-
Müller, 2006); CSR and development outlook of the investor (Best, 1999); the 
investor’s international experience (Castellani & Zanfei, 2002) as well as the 
governance structure of global value chains (Humphrey & Schmitz, 2001). Here, we 
focus specifically on how linkage effects are shaped by the three MNC strategy 
manifestations outlined above: namely FDI motives, value chain configuration, and 
intra-corporate coordination. We will trace these three manifestations of MNC 
strategy in linkage effects, making a distinction between the scale of linkages 
(measured in terms of number of jobs created at local linkage partners) and the quality 
of linkages (measured in terms of the resource commitment made by the foreign 
investor in upgrading the local linkage partner). 
Figure 4 shows the conceptual model of the study: MNC strategies of local 
responsiveness are positively related to local job creation in developing countries 
(left-hand side of the figure), whereas strategies pursuing global integration are 
associated with local job qualification (right-hand side of figure).  
 
---Insert Figure 4 about here --- 
 
Several authors trace linkage effects back to investment motives: Thus, 
Reuber et al (1973), UNCTAD (2000a), Altenburg (2000), Belderbos et al (2001), 
and Dicken (2003) found that the propensity of foreign affiliates to forge local 
linkages is affected by the motive for investing in a host country. Market seekers are 
argued to develop many local linkages partly because demands to obtaining 
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economics of scale and high quality performance is less pressing, partly because they 
often operate in sectors where local content requirements force them to foster 
linkages. Market seeking investments therefore have raised less concern from a public 
policy perspective, as they have been seen as highly adapted to local business 
environments (Wilkins, 1998). By contrast, efficiency seeking investors are believed 
to create relatively fewer linkages. This is because efficiency seeking investors 
typically will operate in export oriented industries where demands on quality and 
costs of inputs are much higher than those of national markets in developing countries 
(Dicken, 2003). Some observers tend to argue that efficiency seeking investors foster 
few and ‘shallow’ linkages,, e.g.  aimed at providing low cost, simple inputs, as seen 
in the garment industry (Evans, 1998; Cypher & Diez, 2004) while others tend to 
argue that linkages between export oriented affiliates and local firms will be few but 
deep and imply extensive product and process upgrading as the foreign investor must 
ensure that local linkage partners can meet quality and other performance 
requirements in integrated export markets (UNCTAD, 2000b; Hansen et al, 2006). 
Based on the above discussion we conjecture the following two hypotheses: 
 
H1 In developing countries, market seeking FDIs create more jobs in local firms 
than do efficiency seeking FDIs. 
 
H2 In developing countries, efficiency seeking FDIs induce more job upgrading in 
local firms than do market seeking FDIs. 
 
In terms of value chain configuration, a dispersed value chain configuration is 
characterized by value chains in different foreign locations that replicate the value 
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chain of the MNC’s home base. Since the interdependence of activities in these 
locations is modest, the consequences of fostering linkages to local firms that may not 
be able to meet global standards for quality, delivery and price are less fatal. 
However, as MNCs move towards increasingly integrated global value chain 
configurations, they will have to scrutinize and control their local linkage partners, 
simply because the costs of opportunism in the value chain increases dramatically 
with integration. In the highly integrated firm, the withdrawal of one unit may have 
serious consequences for the entire network (Forsgren, 2002; Forsgren et al, 2005). 
Thus, the expectation is that firms with concentrated value chain configurations have 
strong preferences for internalization of foreign activities and foster relatively few 
local linkages. On the other hand, it can be argued that where inputs are sourced 
locally, the investor will invest large resources in introducing safeguards and 
upgrading the local partners. In accordance with this we formulate two additional 
hypotheses: 
 
H3 In developing countries, investments of MNCs with dispersed value chain 
configurations create more jobs in local firms than do investments of MNCs 
with concentrated value chain configurations. 
 
H4 In developing countries, investments of MNCs with concentrated value chain 
configurations induce more job upgrading in local firms than do investments 
of MNCs with dispersed value chain configurations. 
 
As regards intra-firm coordination, several authors have argued that the degree 
of affiliate autonomy affects local sourcing and linkages (see e.g. Zanfei, 2000). On 
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the one hand, it is argued that low levels of intra-firm coordination lead to more 
intense linkages. For instance, UNCTAD (2000) speculates that TNC strategies 
characterized by decentralized corporate decision making and local management 
empowered to initiate local sourcing and local product development are conducive of 
deep linkages. In the same vein, Dicken (2003) argues that MNCs that are strongly 
vertically integrated on a global scale are less likely to develop local supply linkages 
than firms with a lower degree of corporate integration. On the other hand, it is 
conversely argued that closely coordination leads to strong linkages. Thus, affiliates 
considered to be ‘centres of excellence’, with regional or global mandates for 
complete products, services or technology, will tend to integrate more with local 
suppliers (Holm & Pedersen, 2000; Frost et al, 2000). Similarly, Forsgren (2002) 
argues that loosely coordinated affiliates will produce less transfer of knowledge and 
technology, as the primary orientation of the activity of the affiliate is local standards, 
not global standards. On this background we offer a last pair of hypotheses: 
 
H5 In developing countries, loosely coordinated MNC affiliates create more jobs 
in local firms than do closely coordinated MNC affiliates. 
 
H6 In developing countries, closely coordinated MNC affiliates induce more job 
upgrading in local firms than do loosely coordinated MNC affiliates. 
Method 
Data collection 
The six hypotheses pertaining to the relationship between international strategies of 
MNCs and linkage effects of their investment in developing countries are tested on a 
data set of Danish firms (MNCs). The data originate from a mail survey conducted by 
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the authors during the period September-December 2005. A questionnaire was 
submitted to 131 Danish firms with ongoing equity operations in developing countries 
(as per year 2005) all of which had received financial or advisory services from the 
government-controlled Industrialization Fund for the Developing Countries (IFU). 
Most variables in the questionnaire were measured on interval level Likert scales (1-
7). The 131 targeted firms represented all in all 190 affiliates in developing countries. 
The usable responses included 72 Danish companies covering 95 affiliates. This 
yields a response rate as high as 55 %. Further details and preliminary findings of the 
survey are published in Hansen et al (2006). 
Sample characteristics 
In the survey conducted, companies were asked about the geographical distribution of 
their global activities – thereby giving an indication of how exposed the companies 
are to international activities. One measure of international scope of the company’s 
activities is the proportion of workers employed abroad. On average, 2,556 employees  
out of a total number of 3,011 employees worked outside. Hence, the Danish 
companies included in the sample are highly internationalized with a high proportion 
of their employees – 85 % - working abroad. The employees working abroad are - not 
surprisingly - distributed unevenly in regards to developed and developing countries, 
with the bulk of the workforce being employed in other developed countries. 
Nevertheless, slightly more than 20 % were employed in developing countries. This 
suggests that not only are the sample firms highly internationalized: they have also 
substantial experience in conducting activities in developing countries. It is also worth 
noticing that the number of workers employed in developing countries in fact exceeds 
the amount of employees in Denmark, which underlines a high priority of activities in 
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developing countries. In other words, developing countries play an important role for 
the companies included in this study.          
It is evident from the survey that the profiles of employee activities in 
Denmark and developing countries differ considerably In particular, a much higher 
share of the workforce in developing countries - 45 % - is employed in production 
(manufacturing) as opposed to only 30 % in Denmark. Conversely, more 
sophisticated activities - such as R&D - represent a much larger proportion of 
employees in Denmark: the percentage is four times higher in Denmark compared to 
developing countries. The share of employees dealing with logistics and purchasing, 
sales and marketing, as well as administration, is also somewhat higher in Denmark. 
All in all, this suggests a focus on low skill production activities in developing 
countries. Danish MNCs tend to locate production in low-cost areas, whereas 
activities demanding higher skills still are managed at home. Nonetheless, some 
R&D, sales and marketing, and administration activities do take place in developing 
countries. Danish MNCs do not solely offshore to reduce production costs; instead, a 
variety of motives exists when Danish MNCs undertake business activities in 
developing countries.  
Operationalization of variables 
The dependent variables, i.e. the linkage effects of local job creation and 
qualification, were measured in the following ways: 
Local job creation was measured as absolute number of jobs. The question 
posed to the respondents was: How many jobs has the MNC’s affiliate(s) created 
among suppliers, distributors, and other local business partners in the host country?  
Local job qualification was gauged by asking the following question: Is the 
company affiliate(s) providing resources to local counterparts in terms of: (1) training 
 17
‘on location’; (2) training in MNC affiliate; (3) training in Denmark; (4) assistance in 
management; (5) technical assistance; (6) transfer of technology; and (7) financial 
assistance? The variable can take the value from 0 to 7 depending on in how many of 
these areas the MNC affiliate provides resources to local counterparts. 
The independent variables, the MNC strategies, were measured in the 
following ways: 
FDI motives: Three items were used to create a factor-score for the 
investment motive. These three items were two motive variables - to what extent was 
the motive: (1) access to local market, and (2) access to cheap labour – and one export 
variable, namely the export-intensity (export/total sales) of the MNC affiliate. The 
three items are highly correlated and only one factor (with eigenvalue > 1) emerges in 
the factor-analysis. This factor-score, which is used as our investment motive 
variable, is constructed so that higher values translate into increased importance of 
efficiency seeking motives and conversely less importance of the market seeking 
motive (and vice versa). 
Value Chain Configuration: Companies were asked to indicate whether the 
following activities were conducted abroad in order to serve the local market or the 
global market: (1) research & development; (2) logistics & purchasing; (3) 
manufacturing; (4) services; (5) sales & marketing; and (6) administration. Based on 
the responses an index was created as the sum of activities conducted for the global 
market divided by the sum of activities conducted for the local market. This index  
expresses the extent to which the activities abroad are conducted for the global 
market, implying a concentrated value chain configuration. 
Inter-affiliate Coordination: Four items were used to create a factor-score 
for the level of coordination. These four items were the flows among MNC units of: 
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(1) goods; (2) services; (3) knowledge; and (4) financial resources. The four items are 
highly correlated and only one factor (with eigenvalue > 1) emerges in the factor 
analysis. The factor score is used as our coordination variable and is constructed in 
such a way that higher values should be interpreted as higher levels of inter-affilate 
coordination.    
Model Estimation 
In order to test for multicolleniarity problems binary correlations were measured for 
all independent and dependent variables in the models.  
--- Insert Table 1 about here --- 
As can be seen from the correlation matrix (Table 1) none of the independent 
variables have correlation coefficient above 0.5, which is the usual threshold for 
detecting problems of multicolleniarity. Therefore, we do not expect any 
multicolleniarity problems. In fact, the significant correlation coefficients of 0.16 - 
0.32 among the three independent variables indicate that the three manifestations of 
global integration and local responsiveness strategies are related and overlapping, but 
certainly not identical. Each variable is expressing different dimensions of the 
underlying strategy. The same holds true for the two dependent variables. With a 
significant correlation coefficient of 0.27 they are related, but still different 
dimensions. 
Finally, the models were tested as two OLS-models with the dependent 
variables of local job creation and local job qualification, respectively 
Results and Discussion 
The results of the OLS regression are shown in Table 2. 
--- Insert Table 2 about here --- 
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As it appears from the table, the data only bring statistical significant support to two 
of the hypotheses: namely H3 and H6. On a significance level of < 5 %, the results of 
the OLS regression support the hypothesis (H3) that affiliates of MNCs with dispersed 
value chain configurations create more jobs in local firms than do affiliates in 
concentrated value chain configurations. The expected positive sign of the coefficient 
indicates more job-upgrading by the latter type of affiliates (H4), but the relationship 
is statistically insignificant. Similarly, one of the two hypotheses associating local 
linkage effects to degree of inter-affiliate coordination found support (on a 
significance level of < 1 %); namely the contention that closely coordinated affiliates 
imply more job upgrading in local firms than do loosely coordinated affiliates (H6). 
Although the sign of the coefficient is the expected negative one – indicating a 
moderated job creation effect as a result of close affiliate coordination (H5) – the 
significance level is > 10 %. Our data analysis does not support the two first 
hypotheses (H1 and H2) associating FDI motives and local job effects. 
Hence, we find that firms with concentrated value chain configurations are 
significantly less inclined to create jobs at local linkage partners than are firms with 
dispersed value chain configurations. This is in accordance with our expectations: the 
more integrated the value chain, the more likely is internalization as disruptions at any 
site, be it in connection with upstream or downstream activities, may have serious 
repercussions for the functioning and reputation of the firm’s entire value chain. 
Surprisingly, our sample finds no indication that the linkages fostered by MNCs with 
concentrated value chains are deeper in terms of resource commitment and upgrading 
efforts than those having more dispersed configurations.   
Furthermore, we find that affiliates that are closely managed by the parent 
tend to have fewer linkages than those that are autonomous (however not significant), 
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but are significantly more inclined to commit resources to upgrade local linkage 
partners. One interpretation could be that the factors explaining why parents keep 
affiliates under close scrutiny also explain control of local linkage partners. A 
corporate culture of centralization, monitoring, and control is likely to be transferred 
to the external links of the affiliates. Such a culture can be related to the industry of 
the MNC. An example is chemical companies which, due to high operational risks 
have little or no tolerance for compromises on safety and quality of inputs. Or, a 
centralization culture may follow a quality orientation. Hence, extremely quality-
oriented MNCs will tend to extend their standards as well as monitoring and control 
practices to local linkage partners.  
While we – as expected - find that the efficiency seeking investment motive is 
negatively correlated with linkages, this correlation is not significant. This lack of 
correlation is somewhat surprising given the strong indications in the literature that 
linkage practices and investment motives are closely interlinked. However, one may 
speculate if this literature reports phenomena of the past. It is beyond doubt that 
significant differences between the linkage practices of export-oriented and local 
market oriented affiliates have prevailed – mainly due to the widespread use of import 
substitution policies in developing countries. However, the wholesale phasing out of 
such policies may have prompted a convergence of local standards and standards 
applying to export markets - thereby dissolving the difference between linkage 
practices of efficiency and market seekers.  
Limitations of the study 
We would like to draw the reader’s attention to the following three limitations of our 
empirical study: 
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The first limitation concerns the sample size. With one exception (H2) the 
results of the OLS regression analysis came out with the expected/hypothesized  
signs, but in three cases failed to reach the stipulated 10 % minimum level of 
significance. This is probably due to the – after all – relatively limited number of 
observations.  
Another possible weakness of the study pertains to its internal validity. The 
concepts of global integration and local responsiveness strategies are elusive, saying 
that it is extremely difficult to capture all aspects of these two strategies. Although the 
three manifestations of these two bi-polar strategies used in our models find 
considerable support in both theoretical and empirical studies other aspects may claim 
their relevance as well – e.g. perceptual measures of management orientation or 
measures based on content analyses of self-reported strategy statements. 
Thirdly, the usual caveats remain about the external validity of small country 
firm samples - such as ours including MNCs from Denmark exclusively.  
Conclusions 
Although hard empirical evidence is still warranted, we have all reasons to believe 
that the megatrend of MNC strategies is that of a shift away from locally defined 
strategies of responsiveness towards strategies of global integration with concentrated 
value chain configurations and concomittant closely coordinated affiliate networks. In 
this study we have examined the implications of this trend in terms of local linkage 
effects in developing countries. We hypothesized that job creation in local firms 
diminishes as MNCs pursue strategies of global integration. However, we also 
hypothesized that this negative linkage effect may be tempered by more job-
upgrading as a result of a global, corporate reliance on local operations. The two 
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hypothesized interrelationships found some – although not irrefutable - empirical 
support in our study of FDIs in developing countries undertaken by Danish MNCs. 
Hence, more studies are warranted in order to establish whether or not these scope 
and depth job effects in developing countries hold true. If true, the gap between 
winners and loosers among developing countries may widen considerably. 
Developing countries capable of attracting FDIs creating local linkages to global 
value chains can expect sustainable export growth and permanent job gains. The 
MNCs’ investments in local job upgrading are to a large extent irreversible, and the 
bargaining power of MNC investors vis-à-vis local governments weakens 
accordingly. All else being equal, MNCs’ pursuit of global integration strategies make 
them less ‘footloose’: they cannot switch activities from one developing country to 
another without incurring substantial exit costs.   
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Figure 1: Bi-polar strategy manifestations on an integration-responsiveness scale 
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Table 1: Correlation matrix for dependent and independent variables in the models 
  
1 
 
2 
 
3 
 
4 
 
5 
1. Efficiency seeking FDI motive  1.00 
    
2. Concentrated configuration 0.32*** 1.00    
3. Close inter-affiliate coordination 0.26*** 0.16* 1.00   
4. Local job creation -0.08 -0.18* -0.14 1.00  
5. Local job qualification -0.04 0.04 0.19* 0.27*** 1.00 
Mean 
Std. error 
0 
1.00 
0.42 
0.49 
0 
1.00 
2.53 
4.63 
2.06 
2.27 
*, ** and *** indicate a significance level of 1 %, 5 % and 10 %, respectively 
 
Table 2:  Results of OLS regression  
  
Local job creation 
 
 
Local job qualification 
 
Intercept 
 
 
1.58** 
 
1.93*** 
 
Efficiency seeking FDI motive 
 
 
-0.50 
 
-0.17 
 
Concentrated configuration 
 
 
-2.24** 
 
0.36 
 
Close inter-affiliate coordination 
 
 
-0.51 
 
0.71*** 
 
F-value 
R-square 
N 
 
 
2.33** 
0.07 
95 
 
2.49** 
0.08 
95 
*, ** and *** indicate a significance level of 1 %, 5 % and 10 %, respectively. 
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